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SUBJECT: Teacher Retention Tax Credit/Cal cul ati on of Anpbunt of Credit

SUMVARY CF BI LL

The bill would sinplify the nmethod of determining tax inposed on a teacher’s
salary for purposes of computing and applying the credit limtation contained in
the credential ed teacher tax credit.

SUMVARY CF AMENDIVENT

The August 30, 2000, amendnents del eted the provisions of the bill relating to
the community devel opnent contribution credit and replaced themw th the

provi sions discussed in this analysis. As a result of the August 30, 2000,
amendnents, the departnent’s prior analyses no |onger apply.

EFFECTI VE DATE

This bill would becone effective on January 1, 2001. However, the bill specifies
that it would apply to taxable years beginning on or after January 1, 2000.

LEG SLATI VE H STORY

AB 2879 (Stats. 2000, Ch. 75) enacted the credential ed teacher tax credit.

SPECI FI C FI NDI NGS

Exi sting federal and state | aws provide various tax credits designed to provide
tax relief for taxpayers that incur certain expenses (e.g., child adoption) or to
i nfl uence behavi or, including business practices and decisions (e.g., research
credits or econom c devel opment area hiring credits). These credits generally
are designed to provide incentives for taxpayers to perform various actions or
activities that they may not otherw se undert ake.

Current state law allows a credit for credential ed teachers based upon the years
of service as a credential ed teacher. The credit anount varies as foll ows:

Years of Service Credit

At least 4 but less than 6 years $250

At |east 6 but |less than 11 years $500

At least 11 but less than 20 years $1, 000

20 or nore years $1, 500
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The credit cannot exceed 50% of the anobunt of tax that woul d be inposed on a
teacher's sal ary, excluding pensions or other deferred conpensation, after
application of the standard deduction or item zed deductions. The conputation to
determ ne tax inposed on a teacher’s salary is conplex and requires these
taxpayers to determne their tax liability twice (once including the teaching

i ncome and once excluding it). See FormA (attached) for an exanple of this
conput ati on.

This bill wuld sinplify the nmethod of determ ning the anount of tax inposed on a
teacher’s salary for purposes of the credit limtation. Rather than determning
tax liability twice, these taxpayers would nultiply their total tax (as defined)
by the ratio, not to exceed 1.00, of a credential ed teacher’s wages and sal ary
(as defined) divided by their total adjusted gross incone fromall sources. See
Form B (attached) for an exanple of this conputation.

Pol i cy Consi derations

This bill would sinplify the credit limtation, thereby reduci ng taxpayer
conf usi on.

| npl enent ati on Consi der ati ons

| npl ementation of this bill would occur during the departnment’s nornal
annual system update.

FI SCAL | MPACT

Departnental Costs

This bill would not significantly inpact the departnment’s costs.

Tax Revenue Estimate

This bill would not inpact state tax revenues since the bill nodifies only
the nmethod of determning the credit Iimtation. The revenue |oss
associated with the credential ed teachers tax credit was included in the
departnent’s anal ysis of AB 2879.

BOARD POSI TI ON

Pendi ng.

The Franchi se Tax Board has not had an opportunity to take a position on this
bill.






